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Mr. Harper. The subcommittee convenes this hearing
entitled "Examining the Impact of Health Care Consolidation."

I want to welcome our witnesses, who will be introduced in
more detail momentarily. The chair will now recognize himself
for purposes of an opening statement.

The price of health care in the United States has steadily
risen for several decades. In 2016, U.S. health care spending
was estimated to be around $3.3 trillion and the gross domestic
produced related to health care spending was 17.9 percent, an
increase from 17.7 percent just the year before.

Data shows that the increasing costs of health care are
ultimately passed along to American workers and families. This
trend is concerning for all Americans and is an issue the committee
will continue to examine here today and in the future.

While there are numerous factors contributing to the rising
cost of health care, reports and studies show consolidation is
a contributing factor.

Consolidation is not a new phenomenon. It has been
occurring for decades among hospitals, doctors, the
pharmaceutical industry, and insurance companies.

To date, most studies and data have focused on hospital and
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insurer consolidations. The effects of cross-market
consolidations and other types of vertical consolidations are
less clear.

Horizontal hospital consolidation -- the consolidation of
hospitals into a single larger system -- has grown at a rapid
pace this past decade.

According to the Medicare Payment Advisory Commission,
MedPAC, hospital markets are now highly consolidated. In 2012,
MedPAC found that a single hospital system counted for a majority
of Medicare discharges and 146 of 391 metropolitan areas.

Similarly, a researcher found that in 2016, 90 percent of
metropolitan areas were highly concentrated for hospitals.
Through vertical consolidation hospitals have also acquired a
significant number of physician practices over the past decade.

A recent analysis shows that the number of physicians
employed by hospitals increased by 49 percent between 2012 and
2015. The Government Accountability Office found that between
2007 to 2014 the number of vertically consolidated physicians
nearly doubled, from 9,600 to 182,000.

There also appears to be a significant amount of

consolidation in the health insurance industry. The estimated
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nationwide market share of largest four insurers increased from
74 percent in 2006 to 83 percent in 2014.

Recently, the U.S. Department of Justice successfully
blocked two mergers between major health insurance companies,
noting that the mergers would violate antitrust laws and would
lead to higher health care costs for consumers.

Given DOJ's success in challenging these mergers, some
analysts have speculated that we will start seeing more vertical
integration in the health care space.

Additionally, the FTC -- Federal Trade Commission -- has
recently been successful challenging horizontal mergers of
providers that supply similar services in geographic proximity.

However, the FTC and DOJ do not appear to regularly challenge
vertical consolidations. Since 2000, the FTC and DOJ have
challenged only 22 total vertical mergers.

The move towards consolidation raises questions as to what
is really meant and what this really means for patients.
Hospitals and providers contend that consolidation makes
facilities more efficient by eliminating duplicative services,
reducing administrative burdens, and improving quality of care.

Physicians are incentivized for many reasons to consolidate
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with hospitals including more payment stability and less
financial and regulatory burdens.

Many experts point to Medicare paying more for the same
services at hospitals than at a physician's office as a leading
factor in providers consolidating with hospitals.

While many benefits of consolidation are difficult to
measure, the majority of studies and literature shows that
horizontal hospital consolidation leads to higher prices.

For example, according to MedPAC, horizontal consolidation
of hospitals has contributed to the discrepancy between prices
Medicare pays hospitals and what commercial insurers pay.

In fact, a study found that in 2012, the average private
price was 75 percent higher than Medicare prices after hospitals
consolidate. Additionally, a 2018 study looked at hospital and
physician consolidations. It found that from 2007 to 2013 almost
10 percent of physician practices reviewed were acquired by a
hospital.

After being acquired the services offered by physicians
increased an average of 14 percent in response to the growing
number of consolidations in the health care industry.

In October of 2017, the Trump administration issued an
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executive order to foster greater competition in the health care
markets and directing the administration to promote competition
in and limit excessive consolidation in the health care system.

Health and Human Services was directed to collect public
comments on these issues and we look forward to hearing and
learning what innovative solutions HHS discovers during this
process.

Consolidation in the health care industry raises many
important questions relating to competition and innovation. For

instance, why has consolidation increased during the past decade?

Is consolidation good for patients? What changes? Could
Congress or HHS make to encourage competition and innovation in
health care?

I welcome and thank the witnesses for being here. We look
forward to their testimony. At this time, the chair will
recognize the ranking member of the subcommittee, Ms. DeGette.

Ms. DeGette. Thank you so much, Mr. Chairman.

As we will hear from the witnesses today, we have seen a
long-term trend in consolidation in the health care sector where

the market has become increasingly dominated by fewer and fewer
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companies.

This trend goes back 20 years or more and, frankly, it had
real impacts on consumers. Excessive consolidation leaves
consumers with few choices, which not only limits their care
options but also has the potential to raise prices.

And it's not just individual consumers who are paying more.

When Medicare's expenditures go up, then taxpayers suffer as
well.

You know, it's important to note consolidation is not per
se negative. Hospital mergers can enable providers to combine
resources and improve coordination of care.

But if increased market power allows them to raise their
prices with no competitive alternatives, then entire communities
can suffer.

We have also seen increasing numbers of hospitals acquiring
physician practices. 2016 marked the first time that less than
half of physicians own their own practice. Again, this can result
in increased expenditures when the same services are now provided
but at higher prices.

Although hospitals point to the reduced inefficiencies and

regulatory burdens on physicians that can result from these
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acquisitions, it's really clear that the delivery of care is
changing and not always to the benefit of patients and payers.

Likewise, when insurance companies are able to pull their
market power to negotiate lower rates, there can be positive
results. But not so when they push the other competitors out
of the market or when the savings are not passed on to consumers.

For example, last year we saw the courts strike down two
mergers between large insurers. These companies were already
among the biggest players in the market and it was recognized
that the merged companies would stifle competition and
innovation.

It's really possible that we're going to see more attempted
mergers of this kind and consumers need to get advocates on their
behalf.

These issues affect all segments of the health care market
including prescription drugs. As you know, Mr. Chairman, I've
long been concerned about the rising price of drugs and insulin
in particular.

Congressman Tom Reed and I were the co-chairs of the Diabetes
Caucus and we are in the process of conducting an inquiry into

insulin prices.
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Our early findings suggest that consolidation across
different parts of the so-called drug supply chain is indeed
affecting what patients pay for their medications.

The problem has ramifications not just for consumers who
rely on these medicines but also for the employers and public
and private insurance companies that pay for them.

And so as we talk about these issues, it's important to know
that pharmacy benefit managers have also seen this sort of
consolidation we are going to hear about today.

PBMs have an enormous influence in the prescription drug
market and yet the entire market is dominated by just a few of
them.

So I am eager to hear the witnesses' thoughts on these issues.

It's going to be my line of questioning so you can start to think
about that now and what we can do to address it.

Frankly, we also need more innovative solutions that have
potential to upend the inefficiencies in the market. Amazon,
J.P. Morgan, and Berkshire Hathaway recently made news when they
announced a joint venture to release -- to reduce health care
costs for their companies.

Well, it remains to be seen how effective this merger will

NEAL R. GROSS
COURT REPORTERS AND TRANSCRIBERS
1323 RHODE ISLAND AVE., N.W.
(202) 234-4433 WASHINGTON, D.C. 20005-3701 www.nealrgross.com




206

207

208

209

210

211

212

213

214

215

216

217

218

219

220

221

222

223

224

225

226

This is a preliminary, unedited transcript. The statements withih'
may be inaccurate, incomplete, or misattributed to the speaker.
A link to the final, official transcript will be posted on the
Committee’s website as soon as it is available.

be but it does show that there is a need in the market for
innovation.

Mr. Chairman, these are complex issues and we're not going
to solve them today, even with our best efforts. While I
recognize there can be legitimate and even good reasons for
consolidation, the long-term trends are alarming and the need
for new approaches is clear.

I look forward to hearing from the witnesses about the
research tells us are these underlying problems, what the
real-world effects are, and what we can do to help.

And with that, I yield back.

Mr. Harper. The gentlewoman yields back.

The chair will now recognize the chairman of the full
committee, Mr. Walden, for purposes of an opening statement.

The Chairman. Well, thank you, Chairman Harper. We
appreciate your leadership on these issues.

As you mentioned in your opening statement, health care costs
continue to rise in the United States. We are all paying higher
costs.

In 2016 alone, the U.S. spent about $3.3 trillion -- that's

more than $10,000 per person —- on health care. And as I've said
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on numerous occasions, this committee is dedicated to
investigating all of the cost drivers in our health care system
from top to bottom.

For example, we have been looking at 340B drug pricing
program for the past two years and just last month we issued our
report. Pretty comprehensive on the findings and
recommendations.

Last December, the Health Subcommittee held a hearing
examining the drug supply chain and the impact each participant's
supply chain has and the ultimate cost to patients.

And today we want to explore consolidation in the health
care industry and the impact consolidation has on consumers.
Mergers and acquisitions are changing the health care landscape
across the United States and over the past few years there is
been a continuous stream of horizontal and vertical merger
announcements between hospitals, insurers, physician groups,
pharmaceutical companies, pharmaceutical benefit managers,
pharmacies, and other health care firms, and those are just the
deals we know about.

Some mergers are so small they don't make it onto the

congressional radar screen and in the aggregate, however, even
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these small mergers could have an impact on consumers —- sometimes
positively, sometimes negatively.

So one of the central questions that I hope we explore today
is what does this consolidation mean for patients. My principle
is put the consumers first and you'll have pretty good policy
because that means you've got competition, drives innovation and
choice, and should drive down price.

On the one hand, consolidation is potentially good for
patients by reducing the cost of care and improving outcomes
through improved efficiencies and better care coordination. It
can be that.

On the other hand, we are concerned that some consolidation
could actually lead to higher prices for patients, doesn't lead
to improved quality of care and so we want to hear both
perspectives today and what the right public policy position
should be.

So today, we also want to explore how consolidation impacts
innovation. Last month we all heard the news that Amazon,
Berkshire Hathaway, and J.P. Morgan are going to partner, try
to improve employee satisfaction, reduce health care costs for

their United States employees.
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That sure caught my attention because if you want to talk
about disruptors I think at least Amazon you'd put at the top
of the list of how to disrupt things that are otherwise
bureaucratically constrained.

And with the horsepower Berkshire Hathaway and J.P. Morgan,
something big could happen in this space and it needs to.

Although we still know very little about their plans, I am
intrigued by this partnership and we will continue to monitor
it closely and when they are ready to come share information with
us we will be all open arms to hear how it's going to work.

Similarly, a group of several hospital systems recently
announced their decision to enter the generic drug industry and
develop a not-for-profit generic drug company. One thing I'd
like to hear more about today is whether consolidation makes it
more or less likely that we will see innovation in the health
care market.

And finally, we also need a better understanding of what's
driving consolidation, whether Congress should be trying to do
anything about it.

We have heard a lot about how disparities in payments across

sites of service may result in market consolidation and as a result
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Congress took a step toward equalizing payment rates across

different sites of care through the Bipartisan Budget Act of 2015.

But we continue to hear about some of these inequities in
payment rates. And as I mentioned earlier, the committee has
been closely examining the 340B program.

During this work, we found 340B program creates an incentive
for hospitals to acquire independent physician offices that are
not eligible for 340B discounts, especially in the oncology space.

One report showed there was a 172 percent increase in the
consolidation of community oncology practices since 2008. A
recent article in the New England Journal of Medicine found, among
other things, that the 340B program has been associated with
hospital consolidation in hematology oncology.

So there is evidence by these examples the committee needs
to carefully review these types of policies and ensure that any
federal policies that create incentives for consolidation are
appropriate and ultimately benefit patients and consumers.

I now yield to Dr. Burgess the remainder of my time.

Mr. Burgess. Well, thank you, Mr. Chairman, and I want to

take a moment to acknowledge one of our witnesses this morning,
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Dr. Dafny, who's the daughter of Nachum Dafny, who taught me
neuroscience a long time ago at the University of Texas Medical
School at Houston for —— affectionately known by the acronym UTMSH
by its friends.

But I understand Dr. Dafny is still acting in teaching and
so I was grateful to learn that this morning and certainly want
to welcome Dr. Dafny to our -- to our subcommittee.

Mr. Chairman, I also have a unanimous consent request. It's
probably just an oversight that we don't have a witness here
talking about physician ownership of facilities.

So I have a paper from Health Affairs. It was published
March of 2008 and while that was 10 years ago it does not diminish
the overall brilliance and the keen insights provided in this
paper and it was actually written by your humble chairman of the
Health Subcommittee.

So I ask unanimous consent to put that into the record.

Mr. Harper. Without objection.

Ms. DeGette. Wait a minute. I am going to have to reserve
[Laughter.]
Ms. DeGette. I am going to reserve a point of order on that.
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Mr. Harper. It was questionable, but without objection,
it is admitted.

With that, the chair will now recognize Mr. Pallone, the
ranking member of the full committee, for the purposes of an
opening statement.

Mr. Pallone. Thank you, Mr. Chairman.

The issues we will hear about today are critical for
understanding the health care market. We have continued to see
a long-term trend of consolidation in the health care industry
including among providers and insurers, and it's important we
look at these trends with careful scrutiny.

While consolidation is not necessarily a bad thing, it's
important we understand the implications for consumers. I often
worry, Mr. Chairman, that the people who do the consolidation
want to say that it's great and rosy and they do, you know, put
out all kinds of propaganda and literature and billboards saying
how great it is but that doesn't necessarily mean it's the case.

For example, when insurance companies merge they often cite
the advantages of increased market power to reduce administrative
costs and negotiate lower prices. However, that has not always

been the result.
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In fact, research has shown that some insurer mergers have
led to increased premiums for consumers, and this is something
we need to be watching very closely.

If the insurance market becomes dominated by fewer companies
that only grow bigger, consumers will not benefit. For example,
in 2016 the Department of Justice had to intervene in Aetna's
acquisition of Humana as well as Anthem's acquisition of Cigna.

The courts determined that those deals would have hurt
competition and innovation and one year ago today the two mergers
were called off.

Although those mergers were cancelled, these trends are
continuing and have been building for quite some time. Fifteen
years ago, most states saw a third of their market controlled
by a single insurer.

That consolidation continues to accelerate to the point
where in 2014 the top four insurers controlled 83 percent of the
market nationwide.

More recently, CVS Health announced that it would acquire
the insurer Aetna. While it's still too early to tell what this
merger will mean for consumers, it certainly raises questions

about how competitive the market will be and how these types of
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vertical consolidations will affect the delivery of care.

Instead of the market being dominated by a few large
companies, it's important for consumers to have choices when
picking their insurance plans. This insures not only a wider
array of health benefits to fit their needs, but also brings down
consumer costs.

For instance, the Department of Health and Human Services
found that higher numbers of insurers were associated with slow
growth in insurance premiums.

Providers have also not been immune to these consolidation
trends. Between '98 and 2015, there were over 1,400 hospital
mergers and acquisitions. Certainly, that's the case in my state
of New Jersey.

In 2015, the number of hospitals involved in such deals was
more than three times what it was in 2008. Now, some
consolidation in the market may be inevitable.

But just as we critical examine insurance mergers with an
eye to the impact on consumers, our first concern with provider
consolidation should also be with the patients who will be
affected. Hospitals often point to the advantages of

consolidation such as reduced costs of capital and benefits of
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scale.

However, we have also seen some evidence that mergers can
lead to increased prices for hospital care. The GAO has found
that it's also true in vertical consolidations when hospitals
acquire physician practices Medicare expenditures can go up as
care is provided in more expensive hospital outpatient settings.

And prices should not be our only concern. While a larger
hospital system may be able to provide more services, it's not
at all clear that provider consolidation necessarily leads to
better quality of care.

So these are complex issues and I look forward to hearing
what the latest research says about the long-term trends in
consolidation and, most importantly, what the effects are for
consumers.

And unless one of my colleagues wants the time, I'll yield
back, Mr. Chairman.

Mr. Harper. The gentleman yields back.

I ask unanimous consent that the members' written opening
statements be made part of the record and without objection they
will so be entered into the record.

I would now like to introduce our panel of witnesses for
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today's hearing. Today we have Dr. Martin Gaynor, the E.J. Barone

University professor of economics and health policy at Carnegie

Mellon University. Welcome, sir. We are glad to have you with
us today.
Next is Leemore Dafny. Dr. Leemore Dafny, who is the Bruce

V. Rauner professor of business administration at Harvard
Business School. Welcome, Dr. Dafny. We are honored to have
you with us.

And finally, Dr. Kevin Schulman, professor of medicine,
visiting scholar at Harvard Business School and associate
director of the Duke Clinical Research Institute. We welcome
you as well.

I want to thank each of you for being here, providing
testimony to us and insight into this important topic and we look
forward to the opportunity to discuss health care consolidation
today.

And I know that you're aware that the committee is holding
and investigative hearing and when so doing we have the practice
of taking testimony under oath.

Do any of you have an objection to testifying under oath?
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Seeing none, the chair then advises you that under the rules
of the House and the rules of the committee, you are entitled
to be accompanied by counsel.

Do you desire to be accompanied by counsel during your
testimony today?

Everyone has responded in the negative.

In that case, if you would please rise, raise your right
hand, and I will swear you in.

[Witnesses sworn. ]

Thank you. They all have responded affirmatively and thank
you for that. You're now under ocoath and subject to the penalties
set forth in Title 18 Section 1001 of the United States Code and
you may now give a five-minute summary of your written testimony.

And at this point, I will recognize Dr. Gaynor first for
the purpose of his opening statement.

Sir, you have five minutes.
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STATEMENTS OF MARTIN S. GAYNOR, E.J. BARONE UNIVERSITY PROFESSOR
OF ECONOMICS AND HEALTH POLICY, HEINZ COLLEGE, CARNEGIE MELLON
UNIVERSITY; LEEMORE S. DAFNY, BRUCE V. RAUNER, PROFESSOR OF

BUSINESS ADMINISTRATION, HARVARD BUSINESS SCHOOL; DR. KEVIN A.
SCHULMAN, VISITING SCHOLAR, HARVARD BUSINESS SCHOOL, ASSOCIATE

DIRECTOR, DUKE CLINICAL RESEARCH INSTITUTE

STATEMENT OF MR. GAYNOR

Mr. Gaynor. Thank you.

Chairman Harper, Ranking Member DeGette, members of the
subcommittee and the committee, thank you for holding a hearing
on this vitally important topic and for giving me the opportunity
to testify in front of you today.

I am an economist who has been studying the health care sector
and specifically health care markets and competition for nearly
40 years. I am the E.J. Barone University professor of economics
and public policy at the Heinz College of Public Policy at Carnegie
Mellon University in Pittsburgh, Pennsylvania.

I served as the director of the Bureau of Economics of the
Federal Trade Commission in 2013 and 2014 during which time I

was involved in the many health care matters that came before
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the commission.

I've also served the Commonwealth of Pennsylvania as a member
of the Governor's Health Care Advisory Board and as co-chair of
its working group on stoppable health care.

The U.S. health care system is based on markets. The system
will work only as well as the markets that underpin it. These
markets do not function as well as they could or should.

Prices are high and rising. They're incomprehensible and
egregious —-- pricing practices. Quality is suboptimal and the
sector is sluggish and unresponsive, in contrast to the innovation
and dynamism which characterize much of the rest of our economy.

Lack of competition has a lot to do with these problems.

There has been a great deal of consolidation in health care.

There have been over 1,500 hospital mergers in the past 20 years
with nearly 700 since 2010.

The result is that many local areas are now dominated by
one large powerful health care system such as Boston with Partners
Health, Pittsburgh with University of Pittsburgh Medical Center,
and the San Francisco Bay area with Sutter.

Insurance markets are also highly consolidated. The two

largest insurers have 70 percent or more of the market and more
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than one-half of all local insurance markets.

Physician services markets have also become increasingly
consolidated. Two-thirds of specialized physician markets are
highly concentrated and 29 percent for primary care physicians.

There have been a very, very large number of acquisitions
of physician practices by hospitals, so much so that one-third
of all physicians and 44 percent of primary care physicians are
now employed by hospitals.

There are a number of reasons for this consolidation and,
of course, they vary across transactions. These include attempts
to enhance or entrench market position in order to maintain or
increase rates, revenue and profits to protect market share.
There are also what one could call Newton's Third Law of
Consolidation —- for every action there is an equal and opposite
reaction. If payers consolidate, then insurance companies feel
they must consolidate to protect their position.

Providers then feel they must consolidate and so on, and
you can have a vicious cycle, not a virtuous cycle, of
consolidation for strategic reasons, not for reasons to improve
the quality of care or help patients.

Their responses to financial incentives unintended in
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payment policies, specifically site-specific payments for the
same physician service, can be double or larger if a physician
practice is owned by a hospital, and the 340B program makes drug
discounts available to hospitals but not to independent physician
practices.

There are legitimate efforts to achieve scale for lower cost,
avoid unnecessary duplication, accepting risk-based payments,
better coordinate care, facilitate investments in care
coordination and quality.

There are also concerns about the future. There's been a
great deal of upheaval in health care over the past few years
for a variety of reasons and sometimes entities feel that they
are protecting themselves by consolidation.

Last, one should be aware that there is a global merger wave
happening and there are many mergers throughout our economy.
So there are undoubtedly factors that are not specific to health
care but that have to do with what's happening in the economy
as a whole.

Extensive research evidence shows that consolidation
between close competitors leads to substantial price increases

for hospitals, insurers, and physicians without offsetting gains
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in improved quality or enhanced efficiency.

Further, recent evidence shows that mergers between
hospitals not in the same geographic area can also lead to
increases in price. Just as seriously if not more so, evidence
shows that patient quality of care suffers from lack of
competition.

Lack of competition and consolidation entrenches existing
modes of organization and delivery of care and prevents the
emerging of new and innovative ways of organizing care.

Policies are needed to support and promote competition in
health care markets. This includes policies to strengthen choice
and competition and ending distortions that unintentionally
incentivize consolidation.

Now, there's no one policy that will achieve all of these.

Rather, we need a constellation of policies that will work to
mutually reinforce each other.

These include focussing and strengthening antitrust
enforcement, ending policies that unintentionally incentivize
consolidation, ending policies that hamper new competitors and
impede competition, promoting transparency so employers, policy

makers, and consumers have access to information about health
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care costs and quality.
We are facing a great challenge to our health care system.
If left unchecked, consolidation could undermine our best
efforts to control costs, improve care, and make our system more
responsive and dynamic.

We need new and vigorous policies to encourage beneficial
organizational change and innovation. If we fail, we will like
have an even more expensive less responsive health system that
will be exceedingly hard to change.

In my opinion, this is the number-one priority for health
care. The time to act is now.

Thank you.

[The prepared statement of Mr. Gaynor follows:]

**********INSERT l**********
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Mr. Harper. Thank you, Dr. Gaynor.
The chair will now recognize Dr. Dafny for five minutes for
the purposes of an opening statement.

Thank you.
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STATEMENT OF MS. DAFNY

Ms. Dafny. Chairman Harper, Ranking Member DeGette,
Representative Burgess, thank you for the kind remarks regarding
my father, vyour professor at the University of Texas Medical
School, Dr. Nachum Dafny, and all members of the subcommittee
and committee.

I thank you for the opportunity to testify before you today
on the subject of health care industry consolidation. My name
is Leemore Dafny and I am an academic health economist with
longstanding research interests in competition and consolidation
across a range of health care sectors.

I am currently the Bruce Rauner professor of business
administration at the Harvard Business School and the John F.
Kennedy School of Government.

Previously, I was the deputy director for health care and
antitrust at the Bureau of Economics at the Federal Trade
Commission. I serve on a panel of health advisors to the
Congressional Budget Office and as a board member of
not-for-profit research organizations including the American

Society of Health Economists and the Healthcare Cost Institute.
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As you're aware, we have seen consolidation within and across
a vast array of health care sectors, including hospitals, health
insurers, and pharmaceutical companies.

There is a substantial academic literature that finds
horizontal mergers of competing health care providers tend to
raise prices and very limited evidence to suggest there are

offsetting benefits to patients in the form of improved quality.

Economists, myself included, also find that less competition
among health insurers tends to raise premiums. We have less
extensive evidence on combinations across different sectors.

But the evidence we have to date also finds systematic price
and spending increases, in particular, after hospital systems
acquire additional hospitals in the same state and after hospitals
acquire physician practices.

In a nutshell, research to date suggests that consolidation
in the health care industry on average has not yielded benefits
for consumers.

Yet, I expect we'll continue to see consolidation. What
drives consolidation is the expectation of a reward for the

merging parties and their stakeholders. Those rewards are not
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likely to fall dramatically without some action. I see four
primary rewards for consolidation.

First, merging parties often improve their bargaining
position and that enhanced bargaining position can enable them
to raise price and to spend the extra on either margin or mission,
if they're so inclined.

Second, merging parties often believe that scale economies
will produce cost savings -- again, fuelling margin or mission.

Third, there are reimbursement rules and programs
implemented by the Centers for Medicare and Medicaid Services,
CMS, that rewards certain kinds of consolidation.

And fourth, many merging parties believe common ownership
will produce integrated care which will enable them to realize
synergies across the many products and services that patients
require.

As I note in my written testimony, there isn't much evidence
to support the beliefs regarding scale economies or integrated
care, although every potential transaction needs to be evaluated
on its own merits.

Merging for a better bargaining position or to game loopholes

created by CMS is not value creating and often reduces value.
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Achieving more competitive markets may in fact involve
consolidation but only of the value creating variety. There are
steps Congress can take to promote more competitive markets.

I believe it's a worthwhile investment to create public
databases containing information about the ownership and
financial links among different health care providers and net
commercial prices for their services.

This database could form the basis for regularly scheduled
reports and public hearings on industry consolidation and its
effects.

My counterparts with expertise on the pharmaceutical
industry can advise on a similar transparency effort with respect
to prescription drugs.

Second, additional funds could be appropriated to the
federal enforcement agencies for enforcement-focused research.
Third, CMS could develop alternatives to its current
policies, potentially reducing the benefits for consolidation

that has already been consummated.

Fourth, and most aggressive, Congress could provide
financial incentives or impose regulatory requirements for

employers to utilize or develop so-called private exchanges where
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employees can shop for their preferred health plans and make
choices that reflect their own preferences.

If consumers won't pay for a higher priced product that
doesn't offer greater value to warrant a price premium, the
incentive to merge so as to raise price will be diminished.

Health care is poised to capture one in five dollars in the
U.S. economy by 2020. The usual checks in place to impede
anti-competitive consolidation are muted in most health care
sectors.

To borrow from the medical vernacular, watchful waiting is
not, in my opinion, the wisest approach to pursue. Sometimes
a surgical intervention is necessary.

[The prepared statement of Ms. Dafny follows:]

**********INSERT 2**********
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Mr. Harper. Thank you very much, Dr. Dafny.
The chair will now recognize Dr. Schulman for the purposes
of an opening statement for five minutes.

Welcome.

NEAL R. GROSS
COURT REPORTERS AND TRANSCRIBERS
1323 RHODE ISLAND AVE., N.W.
(202) 234-4433 WASHINGTON, D.C. 20005-3701 www.nealrgross.com




679

680

681

682

683

684

685

686

687

688

689

690

691

692

693

694

695

696

697

698

699

This is a preliminary, unedited transcript. The statements withif®
may be inaccurate, incomplete, or misattributed to the speaker.
A link to the final, official transcript will be posted on the
Committee’s website as soon as it is available.

STATEMENT OF DR. SCHULMAN

Dr. Schulman. Thank you very much. Thank you, Congressman
Harper, Ranking Member DeGette, and members of the subcommittee
and committee for inviting me to talk with you today.

I would like to address the impact of hospital consolidation
on innovation in health care markets. We've been talking about
this already this morning, and I am going to frame my remarks
around two different types of innovation.

One is called organizational innovation, or how firms
improve their performance over time, and the second is called
disruptive innovation, or how markets evolve over time, and we've
talked about those.

First, I would like to discuss a concept called business
architecture where the manner in which firms make decisions that
allow them to generate predictable performance over time.

A business architecture is the product of leadership,
culture, strategy, and internal organizational controls and
processes. The ability of organizations to develop stable
business architectures is one of the most revolutionary business

concepts of the last century, compared to the chaos of the 19th
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century.

There is a down side to this construct, however, and then
often a business architecture it's the way we make decisions needs
the rigidity of business models that can be very difficult to
dislodge.

This lens of business architecture is critical to our
assessment of health care policy related to hospitals. For the
last decade, we have pursued an approach of asking hospitals to
create new models of care to drive down health care costs.

In essence, we have asked them to replace their stable
business architectures that have made them successful as
fee-for-service providers. This would be a dramatic
transformation if any business would achieve this goal.

The business architecture of many hospitals revolves around
admitting patients for treatment, especially patients with
commercial insurance or those who require surgery.

The hospital is treated as a profit center. In other words,
the more the service is provided, the better financially for the
system.

In these models, providers and hospital networks exist to

provide patient referrals for inpatient care. Hospital mergers
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extend this model by making clinical services even more costly
in multi-hospital systems.

To better understand the rigidity of the hospital business
architecture, we asked a sample of two financial officers about
their planning for business transformation.

We wanted to understand what types of investments would be
required to pivot from a fee for service business model to the
most extreme value-based payment model capitation.

We found that none of the leaders we interviewed had a clear
estimate of the investment that would be required for the same
transformation and observed the crosshair sample that were
significant disagreements about how a change in payment models
would impact essential components of the budget models.

Despite almost a decade to prepare for this transformation,
there is little evidence of the development of the concrete
business plans that would be required to successfully carry out
business architecture change.

One approach to organizational change is to create a new
leadership role tasked with innovation -- a chief innovation
officer. These leaders could help guide the transformation of

the delivery system to new models of care that we all desire.
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Eighty percent of the largest health systems in the United
States have created such a role and we surveyed a majority of
these individuals.

While the respondents were all enthusiastic and committed
to innovation, we were very concerned after this research. These
roles were not structured or budgeted for success.

For example, one of these respondents reported that their
role was strategic -- in other words, that they were responsible
for this change. Their median annual budget was only $3 million.

It's unlikely that investments of this magnitude are -- can
change business architectures within these enormous
multi-billion-dollar organizations.

Large hospital systems can have other impacts on innovation.

Vertically integrated organizations are good at developing
standard business processes but are not necessarily conducive
to the type of physician-driven innovation that could drive new
care models.

In part, this concern could explain why there's little
evidence of the quality of care improving when hospitals pursue
physician employment models.

One way to reconcile these findings is to realize that rather
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than pursue business transformation that we have been seeking
hospitals have been actively pursuing an agenda related to market
power.

The impacts of market power on business strategy and hospital
investments can now sustain impact over long periods of time.

The other type of innovation I would like to discuss is
disruptive innovation or changes in business models within
markets. Clay Christensen has described how technology
innovation allows business innovation to bring about cost and
quality improvements for consumers.

At the core, Christensen suggests that business architecture
of existing firms is so rigid that they can't respond to market
changes that they plainly see and so are replaced by new entrants
in a process of created destruction within markets.

Hospital-led organizations are the type of large inefficient
firms theory suggests should be replaced. If you wake up with
a sore throat, would you rather go to a hospital and pay for
parking, wait to be seen, or just have a telemedicine consult
to tell you whether or not you need antibiotics?

The lack of disruptive innovation is a critical shortfall

in the healthcare market. Not only could disruptive innovation
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drive development of novel clinical services for patients, but
would shake up the market to spurt existing hospitals to more
fully embrace and innovation agenda.

One recent study said -- suggested that 50 percent of
increase in health care costs since 1996 is related to service
and price intensity.

This is the pattern of costs that would be expected to result
from the migration of clinical services to the hospital-based
business model with all of this consolidation.

However, all of this is a tremendous price for American
consumers to pay for the failure of an innovation agenda in health
care.

Thank you.

[The prepared statement of Dr. Schulman follows:]

**********INSERT 3**********

NEAL R. GROSS
COURT REPORTERS AND TRANSCRIBERS
1323 RHODE ISLAND AVE., N.W.
(202) 234-4433 WASHINGTON, D.C. 20005-3701 www.nealrgross.com




800

801

802

803

804

805

806

807

808

809

810

811

812

813

814

815

816

817

818

819

820

This is a preliminary, unedited transcript. The statements withif?
may be inaccurate, incomplete, or misattributed to the speaker.
A link to the final, official transcript will be posted on the
Committee’s website as soon as it is available.

Mr. Harper. Thank you, Dr. Schulman, and thanks to each
of you for the summary of your testimony.

It's now time for the members to ask questions. Each member
will have five minutes and as chair I will recognize myself for
five minutes and begin.

And I will start with you, Dr. Gaynor, if I may. As you
have heard today, obviously, the costs of health care has steadily
risen over the past several decades and one of the factors that
certainly we are looking at is the -- that's contributing are
the number of consolidations that have occurred in the health
care industry the past decade.

So my two questions for you, Dr. Gaynor, what impact has
consolidation had on patient cost, quality of care, and access
to care, and are there any indications to you that patients are
better off after consolidation or with that?

Mr. Gaynor. Thank you, Chairman Harper.

So the research evidence shows very clearly that

consolidation between hospitals that are close competitors lead

to very substantial price increases. Depending on the exact
situations, it could be as high as 50 percent but not -- not at
all.
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For insurers, again, there's extensive evidence that
consolidation among insurers leads to higher premiums and for
physician practices, again, consolidation between physician
practices that are close competitors lead to higher prices, in
some cases substantial. And last, the acquisitions of physician
practices by hospitals lead to higher prices for physician
services and more spending.

The evidence on the quality of care I would say is mixed.
But overall it does not show gains for patients in terms of quality
of care.

If anything, there is some evidence that shows that clinical
quality of care for patients can suffer when there's less
competition between hospitals or doctors, and we do not see,
again, consistent evidence of more coordination of care or lower
costs of care.

So this harms patients, first, because the costs of care
are higher. As we know, that when the costs of care get higher,
employers pay higher fringe benefit costs and those get shifted
back onto workers in the form of lower total compensation.

Where it's lower wages, paying more out of pocket for health

insurance or having less generous health insurance, the average
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American household hasn't seen an increase in their real standard
of living —--- that of health care costs -- 1in quite some time.

So it doesn't appear on average that there are benefits that
are being realized and there are real costs.

Mr. Harper. Thank you.

And Dr. Dafny, should we be concerned about the increased
numbers of consolidation in the health care industry?

Ms. Dafny. Chairman Harper, thank you for the question.

Given the data that Professor Gaynor has just described and
that is described in our testimony, I would indeed be concerned,
on average.

I keep adding the on average because every consolidation
needs to be considered on its merits and there are a number of
consolidations that are occurring right now that are pretty novel
and I wouldn't propose that those be quashed just because on

average consolidation hasn't --

Mr. Harper. Sure. So you can point to some successful
outcomes of some of these consolidations. Is that what you're
saying?

Ms. Dafny. I would like to be able to point to some

successful consolidations. I wrote -- I co-authored a paper with
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a physician friend of mine, Dr. Tom Lee, called "The Good Merger"
about what would be the characteristics of a good merger and I
am often asked can you spotlight one for us, and I am searching
still for a very nice example of it.

But I am sure that they exist.

Mr. Harper. Would the criteria be, if we -- as we look at
these and try to see whether they are positive or negative, 1is
it better outcome for the patient? Shouldn't that be at the heart
of whether it is successful or not?

Ms. Dafny. At the heart of whether it is successful, you'd
have to consider multiple dimensions. I would certainly place
patient outcomes at the top of the list. But it wouldn't be the
only dimension I would score it.

Mr. Harper. Cost possibly?

Ms. Dafny. Cost would be pretty significant and not just
the cost to the hospitals themselves but the prices that they
-—- whether they pass through any cost savings.

Mr. Harper. Do you believe that the health -- the
consolidations will continue to increase in the future?

Ms. Dafny. Undoubtedly.

Mr. Harper. Okay. Is there any type of health care
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consolidation that we don't know enough about to determine its
impact on patients?

Ms. Dafny. We don't know enough, in my view, about the kind
of consolidation across the care continuum, if you will. 1In
theory, if you combine hospitals and physicians and post-acute
care providers and perhaps even some pharmacy elements, you might
get an integrated package product that could be superior to the
piecemeal approach that we have.

We don't know enough about whether that is likely to work
and also whether the markets are competitive enough that the price
of that product would be affordable for their value.

Mr. Harper. Thank you very much.

At this time, the chair will recognize the ranking member,
Ms. DeGette, for five minutes for guestions.

Ms. DeGette. Thank you so much, Mr. Chairman.

Dr. Dafny, I know the members of this subcommittee would
love to have a copy of your paper, "The Good Merger." If you could
provide that to us that would be great.

Ms. Dafny. With pleasure.

Ms. DeGette. Thanks. And then we'll help you continue to

search for a good example.
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As I said in my opening statement, my colleague, Tom Reed,
and I have been looking into insulin prices and I think that our
investigation, the facts we've learned, have broad implications
from the consolidation issues here today.

For example, the three largest PBMs control over two-thirds
of the prescription drug market, and Dr. Dafny, you noted in your
prepared testimony that consolidation enables PBMs to improve
their bargaining position with drug companies.

But wouldn't it be fair to say that PBM consolidation also
might likely result in increased prices for prescription drugs
like insulin?

Ms. Dafny. I would say that we ought to do a merger
retrospective on the most recently large PBM merger and see how
that affected downstream prices to consumers.

But to the extent that a merger -- that we've had more
consolidation, I would expect but I haven't seen formal
statistical evidence to suggest that prices would rise.

Ms. DeGette. Dr. Gaynor, I know you have got some expertise
in this as well. What's your view?

Mr. Gaynor. Well, I agree with my colleague. I think --

I think, just as you suggested, Ranking Member DeGette, there
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is concern. We now really only have three PBMs in effect in this
market, and once numbers get that small it is cause for concern.

But I agree with Professor Dafny. At this point, I do not
know of direct evidence on that. But it is time for a
retrospective and the Federal Trade Commission, of course, has
authority through Section 6(b) of the Federal Trade Commission
Act to conduct studies of this sort in the public interest. So
that would certainly be a beneficial thing to pursue.

Ms. DeGette. That's a good avenue.

I mean, in general, if a market becomes too concentrated
with one provider system that could potentially lead to increases
in prescription drug prices. Is that correct?

Mr. Gaynor. Yes.

Ms. DeGette. Okay. Now, these inefficiencies in the
market we think are also affecting employer-based health
insurance.

Dr. Dafny, you said the consumers in employer-based plans
need to have more choices. What can we do to encourage that?

Ms. Dafny. As you are aware, themajority of employers offer
only one choice when they sponsor health insurance to their

employees.
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Now, larger employers who employ more than half of employees
tend to offer a little bit more -- two, maybe three choices.
But that's not a very large set and therefore they tend to cater
to the average consumer, don't allow you to vote with your feet
for the kinds of tradeoffs you want to make.

What could you do? Well, it is possible to encourage
employers to offer more choices, particularly through a private
exchange, which wouldn't be terribly different from what a public
exchange would Dbe.

I am not a legal expert as to the mechanisms you would use.

But there's ERISA. There should be some possibility there.
Many years ago it was required to offer an HMO to employees in
order to encourage that possibility and one could imagine minor
tax preferences for the variety that you offer.

Ms. DeGette. That's an interesting suggestion.

Dr. Gaynor, back to you. A lot of people have been talking
about entirely new approaches to providing health care to
consumers, and we are all abuzz here about this news that Amazon
is making that it's entering the health care business.

You know, I know these ventures are still in their infancy.

But do you have any thoughts about the potential of Amazon or
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some of these other initiatives to improve the consumer experience

and bring down costs.

Mr. Gaynor. Sure. Thank you.
Let me give one hand, other hand -- a typical economist kind
of response. So on the one —--

Ms. DeGette. We'd be disappointed if you didn't.

Mr. Gaynor. Right. Harry Truman is reported to say, could
somebody find me a one-handed economist.

So on the one hand, and this is the positive, a very positive
aspect of this development is that executives at major
corporations in the United States are paying attention to health
care costs.

For decades, health care costs have been a real issue for
business in the United States. But, typically, it's the domain
of human resources and executives. The C-Suite hired management
really have not paid a lot of attention to this.

So to have Amazon, J.P. Morgan, Berkshire Hathaway stand
up and say this is important, we are going to do something, is
very, very encouraging.

They're certainly -- it's potentially a very innovative

thing. I wish it the best of success. I hope it succeeds. We
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need more.

Having said that, it's not clear to me exactly what they
would do. Even these companies are small relative to the overall
size of the system.

They are very powerful entrenched providers and insurers
and pharma companies. That can be very 